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Subject: Update on Status of Coastal Commission’s Budget at Year End FY 07-08 and
Pending Budget for FY 08-09

This memorandum provides background budget information, updates the detailed information
provided in the May 2, 2008 memorandum to the Commission on the FY 07-08 budget and
provides current information on the pending FY 08-09 budget. (Governor's Proposed FY 08-09
Budget — Attachment I.)

Background on the Coastal Commission’s Budget

The Commission has operated with a very constrained budget for most of its history. (Please
see Attachment Il for budget history.) The Commission’s current funding sources are the state
general fund, federal funds, whale tail license plate funds for public education, and
reimbursement contracts from state agencies and non-state entities. Because the state
general fund is in such a precarious position, departments receiving general fund allocations
have seen significant cuts in general fund allocations. Since FY 01-02 the Coastal Commission
has had numerous general fund reductions and unfunded cost increases. The Commission did
receive a general fund augmentation in FY 06-07 for 8 positions. Even with that augmentation,
the Commission has lost a net of 25.7 general fund positions and $2.7 million general fund
from FY 01-02 through FY 07-08. The Commission has become increasingly dependent on
reimbursement income from interagency agreements and contracts. (Please see Attachment
[l for Summary of General Fund Budget Adjustments.)

To manage the Commission’s budget and spending, we start with the baseline budget from the
current fiscal year as an amount of money to work with. We cost out all personnel costs for
authorized positions at a moment in time determined by Department of Finance. This amount
of money is the personnel services portion of the budget. Personal services represent 75% -
77% of the Coastal Commission’s budget. Essentially what is left after personal services are
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allocated is available to fund operating expenses and equipment (OE&E), approximately 25%
of the overall budget. OE&E costs includes rent for offices, Commission meeting rooms,
supplies, travel, training purchases, phones, paper, essentially everything except salaries and
benefits. More than half of the OE&E costs are fixed office space lease costs.

The loss of general fund staff positions has made it increasingly difficult to address the
workload to meet the mandates of the Coastal Act. Commission management has done
everything possible to cut operating costs to try and avoid even more staff cuts. We have cut
operating expenditures by minimizing travel, eliminating training, deferring equipment and
computer purchases, reducing Commission meeting days, and eliminating all but essential
purchases.

Salary Savings

All state departments always start the fiscal year short of funding for personal services
because of required “salary savings.” “Salary savings” is a mechanism in the state budget
process that assumes that departments will always have 5% of authorized positions vacant
(7.6 positions for the Coastal Commission). Therefore, we do not have adequate funding to
cover all our authorized positions if they are filled for an entire fiscal year. We try and keep as
many positions vacant early in the fiscal year to cover the required “salary savings.” However,
if we don’t have enough vacant positions to cover the salary savings, our costs for authorized
positions can exceed the amount of money budgeted and we have to cut staffing or other
costs. The Commission started FY 07-08 with very few vacant positions and therefore we had
to make-up salary savings as the fiscal year progressed. We are beginning FY 08-09 with
adequate vacant positions to meet salary savings if these positions are held vacant.

Unfunded Personnel Costs

There are many rules and complexities in the state budget process that lead to departments
being underfunded for the actual costs for personnel services and operating expenses. We
highlight a few examples in this memo. These underfunded costs are extremely difficult for
small departments, such as the Commission to absorb.

In addition to required salary savings, there are other elements in the state budgeting process
that lead to shortages in funds for personal services. The budget does not include specific
funding for merit salary increases, position upgrades or hiring above the minimum salary rate.
So these costs must be absorbed by a department within its budget. For example, in FY 07-08
the general salary increases for top level management staff (3.4%) were not funded and had to
be absorbed by the Commission.

Increased Costs and Reduced Revenue

Because the Commission’s budget is so constrained, it is a very precarious balancing act to
end the fiscal year within budget. Commission management makes its best judgment to set
aside adequate funds for legal settlements, worker’'s compensation claims, vacation cash
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payouts for employees who die, leave, or retire, travel costs, etc. Commission management
also made a decision to try to keep as many authorized staff positions as possible to address
as much as possible of the Coastal Act mandated workload. The result is that the operating
expenses we have to work with are so constrained that we have found that we cannot absorb
increased costs that occur through the fiscal year.

FY 07-08 Budget Year End

FY 07-08 ended June 30, 2008. As the May 2, 2008 memorandum explained in detail, FY
07-08 provided many budgetary challenges for the Commission. The Commission accounting
staff will need all of July to close-out and reconcile the final budget figures for FY 07-08.
Unless any unforeseen claims or bills for FY 07-08 appear in the next few weeks, we will
close-out the fiscal year without a deficit. The cost-cutting measures and inter-agency
agreements described in the May 2 memorandum eliminated the projected shortfall for FY 07-
08. However, we did end the year very close to a shortfall and we will be analyzing FY 07-08
expenditures for budget management in FY 08-09.

FY 08-09 Pending Budget

The Legislative Analyst’s Office has asked if it is likely that the Commission could be facing a
projected deficit in FY 08-09. The FY 08-09 budget is still in the legislative budget process and
will not be final until signed by the Governor. Predictions are that the budget may not be final
till August or September 2008. Until the budget is final, we will not know what the
Commission’s finances will be for FY 08-09 (July 1, 2008 - June 30, 2009).

The Assembly and Senate Budget Subcommittees reviewed and approved the Coastal
Commission’s FY 08-09 Budget, in late May and made some important positive changes. Both
subcommittees rejected the Governor’s proposed 10% general fund Budget Balancing
Reductions (BBRs) ($1.2 million and 16.2 positions) and approved conceptual trailer bill
language that would set-up a special account for increased filing fees; allow the Commission to
levy administrative penalties for Coastal Act violations as more than 25 other state agencies
currently do; and authorize the Commission to charge fees for project-driven LCP
amendments. The Commission’s budget as approved by the Budget Subcommittees is
currently included in the overall budget bill being considered by the Legislature. If the state
budget to be approved by the Legislature later this summer includes the Commission’s budget
as approved by both subcommittees, the Commission’s overall budget (including
reimbursements) for FY 08-09 will be essentially what it was for FY 07-08.

Once the Legislature completes its deliberation of the budget and approves it and sends the
entire state budget on to the Governor, the Governor has the authority to line-item veto or “blue
pencil” parts of the legislatively approved budget. When the Governor receives the budget as
approved by the Legislature he can accept and approve the Commission’s budget as is or
exercise his line-item veto authority to cut the Commission’s budget.
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If the Governor chooses to use the line-item veto to implement the 10% general fund budget
reductions (reduction of $1.2 million and 16.2 positions) that were included in the Governor’s
January Budget and May Revision, the Commission will have to layoff permanent staff and will
be required to take other drastic measures to meet the FY 08-09 budget. The Governor’'s
budget also includes a proposed augmentation from increased filing fee revenue of $524,000
for operating expenses ($319,000 on-going, $205,000 one-time costs). This augmentation will
provide some help on an on-going basis but not enough to cover existing and increasing
operating expenses including office rents.

Even if the Commission does not receive a 10% $1.2 million dollar general fund budget cut
and the Commission’s budget stays the same in FY 08-09 as itis in FY 07-08, given rent
increases and other operating expenses, the Commission has inadequate funding to cover
filling all authorized positions and projected operating costs and we would once again be
projected to be in deficit. To avoid a deficit the Commission will need to cut some staff
positions and/or leave vacant positions open and eliminate some operating expenses and seek
additional non-general fund revenue. All cost cutting steps taken in FY 07-08 will continue into
FY 08-09. Once a final budget is in effect, Commission management will identify actions
needed to meet the constraints of the final FY 08-09 budget.

Commission Management Has Started the Layoff Process

Commission management has submitted a layoff plan to the Department of Personnel
Administration (DPA). The layoff plan has been approved by DPA. We have started the
required steps to implement the layoff plan.

A layoff of permanent state employees is a complex and lengthy process with very specific
statewide rules administered by DPA. The process is designed to protect employees and to
give departments assistance in finding other state employment for employees that are subject
to layoff. No permanent employee can be dismissed due to layoff until an employee has been
notified and placed in “surplus status” for at least 120 days. While on surplus status
employees have enhanced hiring rights for open positions they qualify for in other state
agencies. Within or after the 120 day period, employees must receive another notice 30 days
before a layoff could occur.

In late June 2008, the Commission notified 46 permanent Coastal Commission employees in
writing that they are at risk of layoff. This notification starts the 120 day clock and if the
Commission’s budget is cut from FY 07-08 levels, a layoff of permanent employees will likely
occur in October 2008. DPA recommends that departments notify three times the number of
employees projected to lose their jobs because employees have seniority rights to “bump” into
certain other positions following certain defined demotional patterns and a large number of
employees may be affected by a layoff. In the Commission’s case, DPA’s guidance would
have suggested that the Commission notify approximately 60 employees (44%) of the
Commission’s current staff that they were at risk of layoff. Commission management decided
to keep the notice to the minimum number of staff we thought (46 employees and 34%), that
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could be affected by layoffs, demotional patterns and “bumping.” Of the 46 employees who
received these notification letters, the majority are in analytical positions which carry out the
planning, permitting and enforcement elements of the Commission’s work.

If the Commission’s general fund budget is cut 10% ($1.2 million) we expect that 17-25 current
staff members would be subject to layoff and lose their jobs in October. This is because the
fiscal year started July 1, and the later in the fiscal year layoffs occur, the larger the number of
positions that have to be eliminated to cover the general fund budget cut by the end of the
fiscal year.

Consequences of Implementing the Layoff Process

As of July 1, 2008, the Commission has a total of 136 permanent full-time and part-time
employees. Therefore, 34% of the current Commission staff is on alert that their jobs are at
risk. This causes a high level of anxiety and means that productivity is reduced because
employees are diverted from their assigned work to seek other employment options.

Because the layoff process is so lengthy, Commission management had no choice but to go
forward with planning for layoff and notifying staff potentially at risk for layoff. Needless to say,
beginning the layoff process and notifying 46 employees (34% of the staff) that they are at real
risk of layoff has been disruptive, painful, and time consuming. Management, supervisors,
personnel, and legal staff have all spent substantial time working with staff to implement the
nuances and legal requirements of the layoff process and to begin contingency planning to
deal with the results of a massive layoff. Time spent on the layoff process further exacerbates
workload backlog with LCP planning, permits, and enforcement and all of the Commission’s
workload. Coastal Commission staff members are very committed to the value of public
service and to implementing the Coastal Act and all staff members have been comporting
themselves in a very professional manner and continue to work diligently on assignments.

Proactive Steps Taken To Reduce Costs

As described in the previous May 2, 2008 memorandum, the Commission has taken a large
number of steps to reduce costs. These measures are listed below and will continue through
FY 08-09. Unfortunately, these actions are so severe that they substantially impair the
Commission’s ability to operate and carry out its legally mandated work.

Cost-Cutting Measures
e Terminated all limited-term staff in January 2008 to reduce costs;

e Holding vacant positions open to meet salary savings (currently 11 vacant positions).
Holding positions vacant puts additional burden on remaining staff and increases
workload backlog.
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Instituted and encouraged staff participation in a voluntary Leave-Without-Pay
program;

Eliminated essentially all training (including legally required training);

Drastically reduced staff travel to only absolutely essential attendance at Commission
meetings and site visits, and some select meetings;

Considering limiting hours Commission offices are open to serve the public so that
staff can focus on production;

Eliminated all but absolutely essential mission critical purchases;

Reduced all Coastal Commission public hearings to a maximum of 3 days per month
to reduce costs. Holding Commission meeting in public meeting rooms to avoid
meeting room costs. Keeping travel costs to meetings to the absolute minimum
sometimes causing inconvenience to Commissioners. We will be considering holding
future Commission meetings in only a few locations statewide to reduce costs and
may need to consider reducing the number of FY 08-09 Commission meetings to save
COsts.

Proactive Steps Taken to Increase Future Revenue Available for the Coastal
Commission’s Budget

The Commission carried out the lengthy rulemaking process of increasing its filing
fees. The Office of Administrative Law approved the new fees. The new fees went
into effect March 17, 2008. With the downturn in the economy, it is too early to tell if
filing fee revenue will meet the projected income of $2.34 million in FY 08-09. Our
latest projections reflect that it will be closer to $2 million.

The Commission requested and received approval from the Office of Coastal
Resource Management (OCRM) for a routine program change to begin charging fees
for federal consistency certifications for non-federal applicants. As of April 25, 2008,
the Commission is charging the same rate for federal consistency certifications as for
comparable permit applications. This means large federal consistency projects such
as LNG and offshore oil will now be required to pay filing fees.

All filing fees will continue to be deposited in the Coastal Access Account at the
Coastal Conservancy as required by existing statute. The Commission is in support of
trailer bill language approved by legislative budget subcommittees that would maintain
approximately $500,000 of filing fee income to the Coastal Conservancy and make the
additional revenue from filing fees available for future legislative appropriation to
augment the Coastal Commission budget.
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The legislative budget subcommittees approved trailer bill language authorizing
administrative civil penalty authority to allow the Commission to impose fines for
certain Coastal Act violations directly. This authority would be similar to that of 25
other state agencies.

The Commission submitted a Budget Change Proposal (BCP) that was approved as a
Spring Finance Letter that authorizes $300,000 in reimbursements from non-state
entities. For FY 08-09, this will allow the Commission to accept funds from permit
applicants that offer to pay staff costs to expedite project review.

The Commission is seeking additional grant funding for its work. The Commission has
received conceptual approval for several Coastal Impact Assistance (CIAP) grants
over the next four years starting in FY 08-09. These grants will require the
Commission to carry out specific grant related tasks in addition to its core work.
However, the Commission staff was just notified that the state will be receiving less
CIAP funds than expected and that all agencies including the Commission must
reduce CIAP budgets by 30%. This loss of CIAP funds places a further burden on the
Commission’s overall budget.

Each and every year the Commission submits Budget Change Proposals (BCPs) to
the Resources Agency and the Department of Finance requesting increases in funding
to cover needed staffing and operating expenses to meet Coastal Act mandated
workload. Because of the state’s budget problems it has been extremely difficult to
get augmentations from the general fund. Conceptual BCPs for FY 09-10 were
submitted to the Resources Agency in June 2008 and final BCPs authorized by the
Resources Agency are due to the Department of Finance in early September 2008.
Department of Finance memos have made it very clear that any augmentations of
department budgets from the general fund are unlikely.

Legislative budget subcommittees have asked the Commission to continue to seek all
possible sources of non-general fund revenue. Commission management has and will
continue to seek a range of funding sources. However, because of the state of the
California and national economy other funding sources are limited.

Consequences of Potential Cuts to the Coastal Commission FY 08-09 Budget

The Coastal Commission’s current budget is so constrained and staffing levels are such that
all areas of the Commission’s core mandated work under the Coastal Act is backlogged and
suffers long delays. Some tasks are not possible to do under these constraints. Currently,
there are large backlogs of permits, permit appeals, LCP amendments, LCP reviews,
enforcement cases and reviews of all projects proposed or approved by federal agencies
(federal consistency reviews). In addition, because of existing staffing constraints, the
Commission staff is not able to fully participate in key multi-agency workgroups regarding
climate change and other important statewide issues. Nor is staff able to meet with local
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governments and other stakeholders on many important matters pending before the
Commission. These workload backlogs have been recognized by the Legislative Analyst’s
Office (LAO) and the federal government’s NOAA Office of Ocean and Coastal Resource
Management (OCRM). The LAO has consistently recommended that the Commission receive
additional staff and funding and has recommended that the Commission raise its filing fees
and obtain authority for administrative penalties. The Commission has significantly raised its
filing fees and has worked with the Legislature to obtain authority for administrative penalties.
When the Commission approved increased filing fees, the Commission adopted a resolution
that stated the importance that increased filing fees be used to improve Commission staffing
levels to provide better service to the public and implement the Coastal Act and that the
increased filing fees not be used to backfill general fund cuts.

If proposed budget cuts and potential layoffs occur in FY 08-09, applicants paying new filing
fees for Commission reviews of projects will be paying substantially higher fees for delayed
and diminished levels of service. Prolonged delays in Commission review of permits and
LCPs have a significant adverse impact on the California economy.

The Commission has vital responsibilities for protection of the coast as the only state agency
with regulatory review authority over offshore oil and gas leasing, exploration, and
development projects. With recent announcements by the federal Administration of the intent
to re-open the California coast to new oil and gas leasing on the Outer Continental Shelf the
Commission’s involvement is critical and will not be possible if the proposed staff cuts occur.

If the Commission’s FY 08-09 budget is cut and 17-25 permanent staff lose their jobs we will
be left with a staff of approximately 111 staff members to carry out Coastal Act mandates (a
34% staff reduction from FY 01-02 levels of 167 filled positions). Budget cuts at these levels
will devastate the Coastal Commission and critically impair implementation of the Coastal Act.
The Commission will not be able to work with local governments on LCP issues; adequately
address key energy and offshore oil, gas and renewable energy issues; work with other
agencies on mitigation for and adaptation to global warming and climate change, including
planning and preparing for sea level rise. The Governor now has the opportunity to support
and maintain coastal protection for California by not reducing the Commission’s FY 08-09
budget beyond the already very constrained FY 07-08 level and supporting budget trailer bill
language that authorizes reasonable future new revenue streams.

Attachments:

Attachment | — Governor’s Proposed FY 08-09 Budget
Attachment Il — Budget History
Attachment Il - Summary of General Fund Budget Adjustments



	Background on the Coastal Commission’s Budget
	FY 07-08 Budget Year End
	FY 08-09 Pending Budget

